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Child Welfare Financing: An Issue Overview 



Summary 

Child welfare programs are designed to protect children from abuse or neglect. 
Services may be offered to stabilize and strengthen a child’s own home. If this is not 
a safe option for the child, however, he or she may be placed in foster care while 
efforts to improve the home are made. In those instances where reuniting the child 
with his or her parents is found to be impossible, a child welfare agency must seek 
a new permanent (often adoptive) home for the child. 

In FY2003, the most recent year for which complete data are available, the 
federal government provided states with some $6.9 billion in funding dedicated to 
child welfare purposes. Most of this funding is authorized under Title IV-B and Title 
IV-E of the Social Security Act. Apart from these dedicated federal child welfare 
funds, however, states also use non-dedicated federal funds — including the 
Temporary Assistance for Needy Fa mi lies (TANF) block grant, Medicaid, and the 
Social Services Block Grant — to meet child welfare needs. The most recent data 
available (for state fiscal year 2002) suggests that states spent at least $4.8 billion in 
non-dedicated funds for child welfare purposes. While non-dedicated funding 
streams have increased resources to child welfare agencies, current legislative and 
administrative proposals may jeopardize their continued use for child welfare. 

The way that the federal government distributes dedicated child welfare money 
to states has been criticized as inflexible, out of sync with federal child welfare policy 
goals, and antiquated. Because most dedicated federal child welfare funding (about 
65% in FY2003) may be used only for foster care, critics charge that states have 
inadequate funds to prevent removal of children from their homes or to allow 
children to be reunited with their parents. In addition, a state’s ability to claim most 
of the dedicated child welfare funds is directly related to the number of foster and 
adoptive children it assists who meet the income, family structure, and other 
program rules of the now defunct Aid to Fa mi lies with Dependent Children (AFDC) 
program (as that program existed on July 16, 1996). 

Attention to federal child welfare financing has focused almost exclusively on 
dedicated child welfare funding streams and is driven in part by the belief that the 
current structure hampers the ability of state child welfare agencies to achieve 
positive outcomes for children. This assumption is not easy to prove. However, it 
is possible to say that the AFDC link, which ties federal funding in foster care and 
adoption assistance to increasingly antiquated income standards, over time, will 
erode the share of program costs for which states may seek federal reimbursement. 

Recent proposals to alter how dedicated federal child welfare funds are distributed 
included some that would link eligibility for federally supported foster care and adoption 
assistance to TANF income mles and others that would remove income restrictions 
entirely. The latter proposals, which would greatly expand the number of children for 
whom the federal government would be committed to providing support, have typically 
sought to cap (or block grant) some or all of what is now open-ended federal funding for 
foster care and adoption assistance and/or to reduce the share of costs paid for each 
eligible child by the federal government. This report will not be updated. 
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Child Welfare Financing: 
An Issue Overview 



Current law links a state’s ability to claim federal foster care and adoption 
assistance to the 1996 income and other program rules of the former cash welfare 
program, Aid to Families with Dependent Children (AFDC). This means that as the 
number of foster care and adoptive children who meet the static income rules of the 
now-defunct AFDC program inevitably declines, the federal government’s share of 
support for all children in need of protection will decline. Apart from this specific 
concern about the federal financing structure, some advocates and policymakers 
consider the way that federal funds for child welfare programs are distributed to 
states to be counterproductive to the overall goals of federal child welfare policy. 
Common charges are that the current structure does not grant states the flexibility 
needed to meet the needs of children and their families, and that it encourages states 
to rely too heavily on foster care. A connection between the specific federal 
financing structure and the ability of states to achieve positive outcomes for the 
children and families is hard to establish. Nonetheless the assumption of a link 
between these two factors has helped drive recent attention to the federal child 
welfare financing structure. 

The purpose of this report is to describe the federal interest in child welfare (as 
expressed by Congress); describe the current level and structure of federal dedicated 
child welfare financing and examine trends in the appropriation and spending of this 
money; and to review the extent to which states rely on non-dedicated federal funds 
for child welfare purposes. Finally, the report discusses the future federal 
commitment to child welfare financing, along with the concepts of flexibility and 
accountability, as these relate both to current law and to recent proposals to alter 
federal child welfare financing. 1 

Background 

Total spending by child welfare agencies has been increasing and all sources of 
public funding — federal, state, and local — have contributed to this growth. According 
to the most recent available survey by the Urban Institute, in state fiscal year (SFY) 
2002 child welfare agencies expended more than $22.2 billion on child welfare 
purposes of which just over half ($11.3 billion) was from federal sources. The 
federal share of total child welfare spending has risen — from 43% in SFY 1996 to 
5 1% in SFY2002 — and, at least for the most recent years, nearly all of this increased 



1 1 am grateful to Gene Falk, Melinda Gish, Joe Richardson, Carmen Solomon-Fears, and 
Karen Spar for their insightful comments on this report. 
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funding has been from federal funds not specifically dedicated to child welfare (i.e., 
TANF and Medicaid). 2 

Over roughly the same time period, the number of children reported as victims 
of child abuse and neglect and the number of children in foster care have declined 
while the number of children adopted out of the foster care system has risen 
significantly. Whether these positive demographic trends are in some part related to 
the increased child welfare spending has not been determined. At the same time, and 
despite these positive trends, state child welfare agencies — as a whole — have been 
found unable to meet many of the outcome measures established with regard to the 
central goals of federal child welfare policy. These goals are related to safety and 
permanency for children and primarily seek to — 

• prevent child abuse and neglect and to protect and care for children 
who must be removed from their homes; 

• find permanent, stable homes for children who must be removed 
(primarily through family reunification or adoption); and 

• enhance the well-being of children and the ability of families to meet 
their children’s needs. 

The failure of states to meet the federal outcome measures established may be 
linked to any number of things — for instance, perhaps the federal measures do not 
accurately capture what states achieve, or the degree to which states were unable to 
comply with federal outcome measures has been over-stated, or perhaps states are 
struggling to meet more complex needs than ever before. 

Some child welfare advocates and administrators, however, believe that the 
current federal financing system contributes to states’ difficulties or, at the least, 
hampers their efforts to achieve positive outcomes for children. This assumption, 
combined with concern about the “look back” to AFDC, may prompt the 109 th 
Congress to consider proposals to alter the federal child welfare financing structure. 
Recent proposals — including legislation introduced in the 108 th Congress, 
recommendations from the nonpartisan Pew Commission on Children in Foster Care 
released in May 2004, and a policy option again offered in the Administration’s 
FY2006 budget proposal — have in some part focused on the perceived need for 
greater flexibility in state use of federal funds and removing or replacing eligibility 
rules that link open-ended entitlement funding for adoption and foster care costs to 
the 1996 program rules of the now defunct AFDC program. 



2 See Cynthia Andrews Scarella, Roseana Bess, Erica Hecht Zielewski, Lindsay Warner, and 
Rob Geen, The Cost of Protecting Vulnerable Children IV: How Child Welfare Funding 
Fared during the Recession (Washington, DC: Urban Institute Press, 2004), pp. 6-8, 13. 
(Hereafter cited as Scarella et al., The Cost of Protecting Vulnerable Children IV.) States 
report on spending for their own state fiscal year to the Urban Institute. Some states have 
a fiscal year that mirrors that of the federal government (i.e., Oct. 1 through Sept. 30); 
however, other states use different months for a fiscal year (e.g., July 1 through June 30). 
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Federal Interest in Child Welfare 

The central focus of federal child welfare funding is to ensure safe and adequate 
care is provided to all children. In many cases this requires providing support and 
services to both children and their care-taking families. Under the U.S. Constitution, 
the well-being of children and families has traditionally been understood as a primary 
duty of state governments. Nonetheless, congressional interest in improving child 
welfare is longstanding and, as Congress has authorized new funds for state child 
welfare programs, it has also required states to enact policies and meet certain 
standards related to those programs. Thus, while state and local governments are the 
primary administrators of child welfare programs, and policies and practices can and 
do vary significantly by political jurisdiction, certain federal standards must be met 
in all locations to ensure continued federal child welfare funding. 3 

The largest federal funding streams specifically for child welfare purposes are 
authorized to support children in foster care and children who are adopted out of 
foster care (primarily). Some children need to be removed from their homes and 
placed in foster care to ensure their safety and well-being (which is another way of 
saying for their own “welfare”). This is true without regard to their parents’ income 
or resources. However, when Congress initially authorized funds for federal foster 
care (1961) it did so as part of what was then the nation’s cash welfare program, 
AFDC. Thus its focus was not on ensuring the safety and well-being of all children 
removed from their homes, but only those children who Congress had already 
defined to be of federal concern (i.e., children in poor families who were eligible for 
federal cash aid). 

In 1980, when Congress established federal foster care as an independent 
program (rather than a component of AFDC), and for the first time established 
federal adoption assistance, it relied on this prior law to define the population of 
foster and adoptive children for whom the federal government would assume specific 
(and open-ended) financial responsibility. At the same time, the 1980 legislation 
sought to give states an incentive to provide the protections and services to all 
children in foster care and it linked the new foster care and adoption assistance 
program to the much longer standing Child Welfare Services program. Since 1935 
that program has been authorized to serve all children — without regard to income. 
However, Congress has provided much more limited funding, and on a discretionary 
basis, for this purpose. 

During the 1990s Congress passed additional laws asserting that nearly every 
protection required of a child for whom the federal government provides funding 
must be extended to all children in foster care, regardless of whether the federal 
government pays any of their foster care expenses. (Examples of these protections 
are written case plans and regular reviews of those plans.) Thus while the federal 
government has expanded the group of children in which there is a federal interest 
— at least from the perspective of providing protections and monitoring the 
achievement of outcomes — it has not similarly expanded the share of children in 



3 See CRS Report RL3 1242, Child Welfare: Federal Program Requirements for States, by 
Emilie Stoltzfus. 




